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Summary of L egislation: Establishment of Local Option Income Tax for Education- Thisbill allows a
school income tax district to adopt alocal option income tax for education (LOITE). It provides that each
school income tax district is comprised of the school corporations that have their budgets reviewed in the
same county. It providesthat thetax appliesto individuals (based on the adjusted grossincome of individual
taxpayers) and to corporations (based on the apportioned supplemental netincome of corporations) that have
net income for the taxable year.

LOITE Rates and Revenue- It provides that the tax may be imposed at a rate of not more than 0.25%. It
provides that a school corporation may use the tax revenue only for the purpose of making employer
contributions to the Indiana State Teachers' Retirement Fund (TRF) on behalf of the school corporation's
employees who are members of that fund.

School Corporation General Fund- It specifies that the county auditor shall each year reduce the General
Fund property tax levy of a school corporation receiving a certified distribution of LOITE by an amount
equal to the amount of the certified distribution.

Effective Date: Upon passage.

Explanation of State Expenditures: The administration, auditing, and collection of the individual and
corporate LOITE would result in an increased administrative cost to the Department of State Revenue.

Explanation of State Revenues:

Explanation of L ocal Expenditures: School incometax districtswould incur costs associated with public
notice and hearings regarding the imposition of the individual and corporation LOITE. These costs would
vary from district to district.
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Explanation of L ocal Revenues: This bill would establish school income tax districts (throughout the
state), with each tax district being comprised of its school corporations having their respective budgets
reviewed in the same county. It would establish a LOITE council within each district (a LOITE council
would have the authority to adopt ordinancesto either impose, rescind, increase, or decrease LOITE taxes
for its district).

School income tax districts would be allowed to impose a LOITE on individuals at arate of no more than
0.25% based on the adjusted gross income (AGI) of the respective individual taxpayer. Business entities
(e.g., partnerships and Sub S corporations) would have income taxed at the individual rate, and paid by the
individual partners or shareholders.

School income tax districts would be allowed to impose a LOITE on corporations at arate of no more than
0.25% based on the apportioned supplemental net income (SNIT) of the respective corporation (apportioned
net income for each corporation would be calculated by multiplying the total supplemental net income for
that corporation by the ratio of the corporation's assessed value in the district to the corporation's total
statewide assessed value).

It would requirethat both theindividual LOITE rate and the corporate LOI TE rate beidentical in each school
income tax district.

The ultimate impact of this bill would depend upon local action. This analysis assumes that all school
corporations would become members of the school incometax districts, and that all appropriate ordinances
would be adopted.

Thenumbers provided here estimateatotal statewideimpact asaresult of thishill. Based on the December
19, 2000 Revenue Forecadt, this analysis assumes a 6.1% increase in individual AGI revenue and a 1.5%
increase in supplemental net income tax (SNIT) revenue from FY 2001 to FY 2002. FY 2003 revenues are
expected to increase by 7.5% for individual and approximately 1.5% for businesstaxes. Expected revenues
for afull tax year are as follows:

0.25% TAX

Individual AGI Business SNIT

FY 2002 $313.3 M $20.9 M

FY 2003 $336.8 M $21.2M

Thisanalysisalso assumesthat districts are formed as soon as possible. Thiswould mean an adoption of the
tax in July 2001, with the first distribution to school corporationsin CY 2002.

Thishill would requirethat the Department of State Revenue (before July 2 of each year) estimate and certify
to the county auditor of each district, the amount of LOITE revenue that would be collected from July 1 to
June 30 of the next year (thisamount would be the district's certified distribution). It would require that half
of the certified distribution be distributed to the county treasurer of each district before May 1 of the
following year, and the other half before November 1. The certified distribution would then be deposited in
each district's account within the state General Fund until distribution.
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Once received, the county auditor would allocate the LOITE entirely for the purpose of making employer
contributionsto TRF (on behalf of aschool corporation’s member empl oyees) by distributing fundsto each
school corporation according to its sizein relation to the total district.

Thisbill would requirethat the 20% state property tax replacement credit provided through the state Property
Tax Replacement Fund will not be affected by thisproposal. (LOITE distributionswoul d not reduce thetotal
county property tax levy used to compute state property tax replacement credits.) The certified distributions
would be considered as part of aschool corporation's General Fund property tax levy for purposes of fixing
the school corporation’'s budget and for calculation of the State tuition support funding formula.

Any LOITE certified distributionswoul d resultin decreased property tax ratesand therefore smaller property
tax bills for taxpayers. (The county auditor would be required to reduce the General Fund levy of a school
corporation receiving LOITE distributions.)

Thisbill would stipulate that elderly and disabled persons be entitled to credits against their LOITE similar
to the credits available for individual income taxes. The credit for the LOITE would equal the lesser of the
following:

Elderly or Disabled Credit * (LOITE rate/.15); or

theamount of LOITE actually imposed on theindividual taxpayer and theindividual taxpayer’ sspouse. The
impact of these credits would vary from district to district.

Total statewide elderly credits for 1997 and 1998 were $7,322,398 and $7,082,998 respectively.

State Agencies Affected: Department of State Revenue; State Board of Tax Commissioners.

L ocal Agencies Affected: School Corporations; County Auditors; County Treasurers.

Information Sources: December 19, 2000 Revenue Forecast; Department of State Revenue.
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